Abstract
Introduction
Africa has been traditionally the region with the highest share of cross-border banks, to be surpassed only in the 2000s by the former transition economies of Central and Eastern Europe. However, the composition of cross-border banks in Africa has undergone a distinct change over the past 20 years, with banks from across Africa and other emerging markets taking on a larger role in Africa's financial systems. What has been the effect of these trends on competition, financial deepening and inclusion, and financial stability across the continent? Have cross-border banks and more specifically the rising regional banks contributed to the recent deepening process across Africa? What are the regulatory implications of these trends, also in light of recent experiences in Western, Central and Eastern Europe?
This paper discusses patterns and recent trends in cross-border banking across the region and their implications for financial development and stability. Using a new bank-level data source on foreign banks' home countries, we document the relative importance of banks from Africa, other emerging markets and developed economies over time and across countries in Africa. We offer a short literature survey on the effects of cross-border banking on financial deepening and inclusion and its implications for Africa. We offer suggestive regression analysis of the relationship between the relative importance of different groups of cross-border banks and firms' access to bank finance. We also discuss the regulatory implications of these trends in cross-border banking, including for cooperation between supervisors within the region.
There is a rich literature on the effects of cross-border banking at the cross-country, regional and country-level using an array of data sources, including aggregate financial development data, bank-level competition, stability and outreach data and household and firm-level indicators of access to and use of financial services. Most of the cross-country studies, however, include only few African countries and there are few studies gauging the effects of cross-border banking specifically for African countries. In addition to offering tentative evidence on the effects of cross-border banking and its structure on financial deepening and inclusion in Africa, this paper makes also the call for more in-depth studies focusing specifically on Africa.
The paper is related to a small literature on banking sector development in Africa. Among recent studies, Allen et al., (2012) use cross-country regressions to benchmark African financial development based on its correlates in other developing countries, revealing a substantial gap between predicted and actual levels of African financial development, partly related to low population density, which results in higher transaction costs. Beck and Hesse (2009) gauge the determinants of high interest rate spreads in a rather typical small African economy, Uganda. A rapidly growing literature has used quasi-natural experiments and randomized control trials to assess the effect of specific financial innovations on the bank or product-level (see Beck and Cull, 2014a for an overview). For a more critical review of the role of finance in African development see Barnebeck et al., (2012) who point to continuously low levels of financial development across large parts of the continent and the limited role that rudimentary financial systems can play in resource allocation and productivity growth. This is somewhat confirmed by Rousseau and D'Onofrio (2013) who find that the positive effect of financial system development on growth across most of Africa comes through monetization effects rather than intermediation effects. On a broader and more policy-oriented level, Honohan and Beck (2007) and Beck et al., (2011) discuss the financial sector challenges across Africa and summarize lessons from recent bank-and country-level experiences with financial innovation and regulatory policies.
Many African financial systems have been changing and developing rapidly over the past decade. After disappointing results of financial liberalization in the 1980s and 90s for financial development and inclusion, African banking systems entered the 21 st century more stable and better capitalized, though also over-liquid. The past ten years, however, have seen a persistent trend towards financial deepening across many African countries, even through the Global Financial Crisis. Financial innovation in the form of new financial service providers, new products and new delivery channels has helped expand the population with access to financial services in many countries. Cross-border banking including the expansion of regional banks has been an integral part of this development process, although it might be difficult to pinpoint causality going from one phenomenon to the other.
The remainder of the paper is structured as follows. The next section discusses patterns and trends of cross-border banking in Africa. The third section offers a short literature survey on the effects of cross-border banking on financial development and stability. Section 4 offers some empirical evidence on the relationship between cross-border banking and firms' access to bank finance. Section 5, finally, offers some lessons on how to maximize the benefits and minimize the risks of cross-border banking.
Cross-border banking in Africa -patterns and trends
Cross-border banking has been a critical part of African financial history since colonial times. While the period after independence saw a wave of nationalization across the continent, with many of the colonial banks leaving, this trend was reversed in the 1980s with the arrival of financial liberalization. Failing state-owned and private banks were sold mostly to global investors or cross-border banks, often the same global banks that had been expropriated earlier. By the mid-2000s, many African banking systems were yet again dominated by foreign banks. However, there is a large variation within the continent. On the one extreme, countries like Ethiopia and Eritrea are still completely closed to foreign capital in the banking system, while some smaller financial systems are almost completely dominated by foreign banks. The tendency of smaller financial systems to be dominated by foreign banks is independent of income levels, as the examples of Namibia and Madagascar show.
Over the past two decades, however, there has been a slow but increasing shift in the composition of the foreign bank population across the continent. After the end of Apartheid, The importance of cross-border banking can be illustrated both on the bank and the country level. Several multinational banks are present across the continent. Specifically, Ecobank is now active in 32 countries, while the South African Standard Bank has expanded into 16 countries. United Bank of Africa operates in 20 African countries. Figure 1 illustrates the increasing linkages in bank ownership across the continent. European banks such as Standard Chartered or BNP Paribas continue to be active across large parts of the continent. Some of this expansion has come through merger and acquisition activity, other through greenfield entry. Figure 2 shows a dramatic change in the composition of bank population in the average African country between 2000 and 2009. Specifically, we distinguish between five different ownership groups, where the classification is according to the dominating shareholder (Claessens and van Horen, 2014) . The first group comprises banks that are domestically owned. The second group consists of banks that are subsidiaries or branches of banks whose headquarters is in the sub-region, i.e., East, Southern or West Africa. The third group is subsidiaries or branches whose parent bank is not headquartered in the sub-region but somewhere else in Africa. The fourth group comprises foreign banks from non-African emerging markets, including India, China and Malaysia. The final group consists of banks with European or US parent banks. 
Cross-border banking and financial development -literature and hypotheses
The effects of cross-border banking on local financial systems have been controversial among economists and policy makers alike. If there is any consensus at all, then it would be that there is an enormous heterogeneity in the effects of cross-border banking across countries and time periods, with the effects often dependent on the local market structure, financial infrastructure and regulatory framework.
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Proponents of foreign bank entry argue that foreign banks have a comparative advantage when entering new markets in terms of better access to capital, economies of scale, risk diversification, lending technologies, and management expertise (see, for example, Detragiache et al., (2008) , Clarke, Cull, Martínez Pería and Sanchez (2005) ). Technological, cost and funding advantages of foreign banks allow them to offer new products, introduce new lending technologies and new delivery channels, attract deposits at higher rates and offer lower lending rates. Ultimately, this will increase competitive pressure on the other players in the banking market, with positive repercussions for financial deepening. By not being tied to incumbent borrowers and into existing networks of entrepreneurs, bankers, regulators, and politicians, foreign banks might push the financial system and the overall economy away from a narrow-based relationship model towards a more arms-length model.
Critics of foreign bank participation argue that foreign banks may have an overall negative effect on financial deepening and inclusion, partly based on the same advantages in costs and funding mentioned by advocates of foreign bank entry. First, distance constraints and informational disadvantages may prevent foreign banks from lending to small and opaque firms (see, for example, Mian (2006) ). The competitive advantage of foreign banks described above can result in domestic banks being crowded out of the market and foreign banks focusing on the top-end of the market, thus leaving small and medium-sized enterprises and poorer households without access to financial services (for example, see Gormley 2010; Sengupta 2007; Detragiache et al., 2008) .
Especially in Africa, with its many small, risky, and opaque enterprises, this dark side of foreign bank entry can become obvious, even more so in countries in which foreign banks have captured almost 100 percent of the banking market. Specifically, the greater reliance of foreign banks on hard information about borrowers as opposed to soft information can have negative repercussions for riskier and more opaque borrowers if foreign banks crowd out domestic banks.
The evidence on foreign banks' effect on access to financial services has been ambiguous, with findings varying across countries and regions and across different sources of data (household-, enterprise-survey and bank-level). On the cross-country level, Detragiache et al., (2008) show that a higher share of foreign banks is associated with a lower level and growth rate of financial depth across 89 low-income countries, while panel analysis presents a somewhat different picture (Cull and Martinez Peria, 2008) . Using the World Business Environment Survey (WBES) with data on over 3,000 firms in 35 developing and transition countries, Clarke, Cull and Martinez Peria (2006) find a negative relationship in self-reported financing obstacles with the share of foreign banks in a country, a relationship that holds across firms of all sizes. Using data on 16,500 households across 19 emerging economies in Central and Eastern Europe, Beck and Brown (2014) show that a higher share of foreign banks in a country's banking system benefits the high-end of the household market more than the low-end, thus evidence for cherry-picking by foreign banks, though the authors cannot establish whether the overall effect on financial inclusion has been a negative one. This is similar to findings by Beck and Martinez Peria (2010) for Mexico who find that the rapid increase in foreign bank penetration in the late 1990s benefitted only richer and urban municipalities. Mian (2006) shows a large difference in clienteles between domestic and foreign banks for the case of Pakistan. Specifically, clients of foreign banks tend to be enterprises that are larger, located in larger cities, foreign-owned and part of business groups.
Recent papers have pointed to the important role of financial infrastructure for the effect of cross-border banking. Claessens and van Horen (2014) find that foreign banks have a negative impact on financial deepening in countries where they have a limited market share, where enforcing contracts is costly and where credit information sharing is limited. Similarly, Bruno and Hauswald (2014) show that the positive growth effect of foreign banks is a function of the contractual and information frameworks of the host countries.
The literature has also explored the relationship between the type of cross-border bank and access to credit. Specifically, Mian (2006) relates the distance between headquarters of the parent bank and loan officers in Pakistan to differences in clientele and shows that the difference between foreign and domestic bank increases in the distance of the parent's bank headquarters and Pakistan. Similar arguments as for the differences in lending techniques and hierarchal distance across domestic and foreign banks can also be made for differences between different types of foreign banks. Banks that are geographically, culturally or institutionally closer to the host country, can be expected to have shorter hierarchal distances, but might also be more accustomed to the clientele in the host country. Claessens and van Horen (2014) confirm this conjecture on the aggregate level; any positive effect of crossborder banking on host country's financial development is lower the more distant the parent banks' headquarters are.
The literature on the relationship between cross-border banking and financial development has not specifically focused on Africa. Many of the cross-country studies include few African countries. But anecdotal evidence and country-specific analysis confirm many of the results presented in the literature. In Uganda, Uganda Commercial Bank (UCB), the largest government-owned bank -and also the largest bank in the system -was successfully privatized in the second attempt to the South African Standard Bank. Although an agreement not to close any branches was in place for two years following sale of UCB, Standard Bank kept all branches in place and opened even new ones. It introduced new products and even increased agricultural lending (Clarke, Cull and Fuchs, 2009 ). In Tanzania, the National Bank of Commerce was privatized after splitting it into a commercial bank that assumed most of the original bank's assets and liabilities, and the National Microfinance Bank, which assumed most of the branch network and the mandate to foster access to financial services. The new National Bank of Commerce's profitability and portfolio quality improved although credit growth was initially slow. Although finding a buyer for the National Microfinance Bank proved difficult, profitability eventually improved and lending grew, while the share of non-performing loans remained low (Cull and Spreng, 2011) . Ultimately, Rabobank took management control of NMB.
Ecobank and Bank of Africa have often introduced new products into the markets they have entered, such as leasing and increased agricultural lending. On the other hand, one of the most successful financial institutions in terms of financial innovation and outreach, Equity Bank in Kenya, is a domestic financial institution. And Cull and Trandafir (2013) show for Uganda, that domestic banks have higher interest rate spreads, in line with a riskier loan portfolio, although they have lower overhead costs. The relatively high overhead costs and low profit margins for the foreign banks are consistent with the idea that they deal with a set of blue-chip clients whose projects are more costly to evaluate and maintain.
In summary, the existing literature has not provided unambiguous findings on the repercussions of cross-border banking for financial development and inclusion and neither has the African experience. In the next section, I will give some tentative evidence that it can be indeed important to distinguish between different groups of foreign banks when gauging their effect on financial development.
Cross-border banking and firms' access to finance in Sub-Saharan Africa
To explore the relationship between the structure of cross-border banking and firms' access to formal bank finance, we combine data from the Claessens and van Horen (2014) We use two dummy variables from the Enterprise Surveys to gauge firms' access to and use of bank finance. The first dummy indicates whether a firm has a loan or not. As this only indicates an outcome but does not take into account whether the firm needs bank finance or not, we construct a second dummy variable constrained to take the value one if the firm does not have a loan and has not applied for a loan, because interest rates or collateral requirements are too high or other elements of the loan conditionality are not favourable. We denote a firm as not constrained if it either has a loan or indicates that it does not need one. Following Beck and Cull (2014b) , we use the following probit regression, reporting marginal effects to gauge not only the statistical but also economic significance:
where Finance is either of the two dummy variables discussed above. FIRM represents a set of variables that capture enterprise characteristics including size (small, medium, large), age, and ownership type (foreign, government, or private domestic). The previous literature has established a strong negative relationship between firm size, firm age and access to bank finance (e.g. Beck et al., 2006) , while there is no unambiguous relationship between firm ownership and access to finance. The firm-level characteristics also include a dummy variable indicating whether the principal owner of the enterprise is female, which we expect to have a negative coefficient based on the literature (Demirguc-Kunt, Klapper, and Singer, 2013) . We also include dummy variables describing each firm's organizational type (sole proprietorship, partnership, privately owned but not a sole proprietorship or partnership, and publicly traded). While simpler organizational forms, such as sole proprietorships, might find it more difficult to establish credit histories and amass collateral that would enable them to borrow from external sources, publicly traded firms have access to capital markets, and thus might rely less on bank finance. We also include 15 different sectoral dummy variables. BANKING is either the share of foreign banks among all banks or, separately, the share of developed country foreign banks and emerging/developing market foreign banks. As our explanatory variables only vary on the country-level and to take into account omitted country-level effect, we allow for correlation of error terms within but not across countries.
Combining the two data sources, we have available data for 29 African countries, with a large variation in both access to entrepreneurial finance and cross-border banking. Table 1 shows that the share of firms with a loan varies from close to zero in Angola to over 60 percent in Burundi and Mauritius. The share of financially constrained firms varies from seven percent in Mauritius to 75 percent in DRC. The share of developed foreign banks ranges from zero in Ethiopia, Malawi and Namibia to over 50 percent in Cameroon, Madagascar and Zambia, while the share of developing country foreign banks ranges from zero in Ethiopia and Togo to over 60 percent in Burkina Faso, Swaziland and Uganda.
Tables 2 and 3 present the regression results using the two dependent variables. For conciseness, we do not report the sectoral dummy variables. The results in column 1 of Table  2 do not point to a significant relationship between the share of foreign banks and firms' access to bank finance. The share of foreign banks does not enter significantly in the regression. Many of the firm-level variables, on the other hand, enter significantly. We find that foreign-owned firms, younger firms, small and medium-sized firms and firms organized as sole proprietorships or partnerships are less likely to have a bank loan. Surprisingly, we find that female-managed firms are more likely to have a loan, although this might be due to selection bias as discussed by Aterido, Beck and Iacovone (2013) .
The results in column 2 show that the share of enterprises with a loan is higher in countries with more foreign banks from emerging and developing countries, while there is no significant relationship with the share of developed country foreign banks. The results are also economically large; a marginal increase of the share of banks from other emerging and developing markets is associated with 21 percent higher probability of firms of having a loan.
The results in columns 3 to 5 show that this relationship is statistically and economically stronger for small and large firms, while it is not significant for mid-sized firms. Similarly, columns 6 to 9 show that the effect is significant only for firms with less than 10 years of age, while the results are not significant for the two other age groups (firms between 10 and 24 and firms 25 years or older). For young firms, we also find a significantly negative relationship between the share of developed country foreign banks and the likelihood of having a bank loan. Across all specifications, the share of developed country foreign banks enters negatively in the regressions.
The results in Table 3 using our alternative dependent variable Constrained confirm our findings. In column 1, the overall share of foreign banks does not enter significantly. Many of the firm-level variables enter again significantly. Specifically, we find that foreignowned firms are less constrained (although we also find that they are less likely to have bank finance), while government-owned firms are more constrained. Small and medium-sized firms are more constrained than large firms, while there is no significant relationship between firm age and financing constraints. Sole proprietors are more likely to be constrained.
The results in column 2 show that enterprises in countries with a higher share of developed country foreign banks are more likely to be constrained while there is no significant relationship for the developing country foreign bank share. When we split the sample according to firm size (Columns 3 to 5), we find that the negative effect of the developed country foreign bank share holds across all three firm size groups. Similarly, when we split the sample according to firm age, we find a constraint-increasing effect of the developed country foreign bank share across firms of all age groups. In none of the sample splits does the share of developing country foreign banks enter significantly, although it enters negatively across all specifications.
In summary, our results suggest that it is critical to distinguish between different groups of foreign banks. We present tentative evidence of a positive relationship between the share of foreign banks from the region or other emerging markets and firms' access to finance and of a negative relationship between the share of foreign banks from Europe or the U.S. and entrepreneurial finance. It is important to stress that we cannot interpret these regression results in a causal manner, given their cross-sectional nature and potential omitted variable bias. They are, however, suggestive of the importance of taking a more granular approach towards cross-border banking. More in-depth studies going to the sub-national level (such as Popov and Udell, 2012 for Central and Eastern Europe), combining enterprise with banklevel surveys and thus supply-with demand-side analysis, and exploiting changes over time are called for to explore the relationship between bank ownership structure and firms' access to external finance in a more rigorous manner.
Looking forward
Financial integration has the potential to offer enormous benefits to African economies, though risks should not be underestimated. Foreign banks, especially banks from other emerging and developing countries with the necessary expertise, can significantly contribute to the financial innovation necessary for financial deepening in Africa. Foreign banks can also foster competition that provides the necessary incentives for financial innovation. However, benefits from cross-border banking and, more generally, financial integration, can only be reaped in the context of a broader financial reform agenda, including improvements in contractual and information frameworks.
As already mentioned above, cross-border banking can also be associated with stability benefits but also with stability risks.
3 Foreign banks can bring additional strength to a banking system not only after a crisis, but can also be an important risk diversification tool. These benefits are maximized in the case of a diversified foreign bank population in the host economy. First of all, the presence of foreign banks allows domestic firms to have multiple lending relationships with domestic and foreign banks. When domestic banks are lendingconstrained, firms can substitute domestic lending with finance from foreign banks. In addition, even if individual firms cannot obtain more financing from foreign banks following a domestic shock, overall lending in the economy will be less volatile as only the domestically financed firms are affected.
However, there are important stability risks as well. First of all, foreign capital is likely to be more mobile than domestic capital, which can introduce an element of volatility. There is also contagion risk: in the same way as cross-border banking insulates the host economy from domestic shocks, it also exposes it to foreign shocks. A credit shock to one economy, for example, can be propagated more easily to the other economy, if both countries are financially integrated.
Cross-border banking will pose an increasing challenge for regulators across Africa. The need for bank regulation and supervision is based on the recognition that bank failure imposes costs on other financial institutions and the real economy that are external to the failing financial institution and thus not internalized by the risk decision takers. Financial integration, however, also implies external costs of bank failure beyond national borders that are not taken into account by national regulators and supervisors. 4 Close cooperation that can help internalize these cross-border externalities is called for, though the institutional extent of such cooperation should not only be a function of the strength of externalities but also the heterogeneity of countries' legal and regulatory frameworks .
Regulators across the region have started to cooperate more intensely over the past years, signing Memorandums of Understanding and establishing Colleges of Supervisors. There is a clear pattern in this cooperation, with much stronger links between neighboring countries and sub-regions with closer economic and financial integration than between geographically more distant countries. The recently established Committee of African Bank Supervisors as part of the African Association of Central Banks can give this cooperation further impetus, by enabling informal exchange of information and experiences and networking possibilities.
Two issues appear critical in this increasing regulatory cooperation. First, based on the experience of European countries, there should be a focus on proper preparation for resolution. Non-binding Memorandums of Understanding and Colleges of Supervisors limited to information exchange are of limited use in times of bank failure, as European regulators found out the hard way in 2008. Second, it is important to not ignore development benefits of cross-border banking when considering them as potential source of fragility. Financial Stability is not an objective in itself, but rather a necessary condition for sustainable financial deepening, with the goal of economic development and poverty alleviation.
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